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2 In the course of the realignment of exchange 
KEY ECONOMIC INDICATORS: GERMANY rates reached at the Smithsonian Conference 
on Dec. 18, 1971, the DM was revaluated 
against the dollar, i.e., one US dollar may 
vary between DM 3.2950 and DM 3.1500. 





Cumulative 


¢ 
1970 1971 1 Change 2/ 


INCOME, PRODUCTION, EMPLOYMENT 
GNP at current prices (DM billion) (6/72) 
Private Consumption 
Government Consumption 
Fixed Investment 
Per capita GNP, current prices (Di) 
GNP at 1962 prices (DM billion) (6/72) 
GNP Price Deflator (6/72) 
Disposable Income (DM billion) 
Savings at % disposable income 
Employment (1,000s) of wage and salary earners, 
industrial (5/72) 
Avg. Unemployment Rate (%) (7/72) 
Productivity Gain (%) (6/72) 3/ 
Indices: 
New Industrial Orders (1970=100) (6/72) 
Industrial Production (1962=100) (6/72) 
Construction (1962=100) (6/72) 
Retail Sales (1962=100) (6/72) 
Industrial Wages and Salaries per employee 
(1962=100) (5/72) 
Consumer Prices (1962=100) (7/72) 
Industrial Prices (1962=100) (7/72) 
MONEY 
Money Supply (DM billion) (6/72)* ; oe 126.C 
Domestic Credit Outstanding (DM billion) (6/72)* 513.1 583.2 622.0 +15.7 
Domestic Public Debt Outstand. (DM billion) (3/72)* , : 7 ; 
External Debt (DM billion) (6/72)* 
Interest Rate, Central Bank (8/72)* 
Interest Rate, Comm'] Bank med.-term (5/72)* 
BALANCE OF PAYMENTS AND TRADE 


Gold & Foreign Exch. Reserves (Di! billion) (7/72)* 19,0 59.3 728, $25.5 











. 8 
Bal. of Payments Surpl./Def. +/-(DM billion) (6/72) ‘14.7 10.0 418.6 = 
Balance of Trade (DM billion) +/— (6/72) +157 415.9 +84 ~ 
Total Exports, FOB (DM billion) (6/72) 125.3 136.0 71.8 +7.4 
To U.S. 11 13.1 6.6 +h.0 


From U.S. in DM billion 

(From U.S. in $ billion) 

From EEC in DM billion 
Main Imports from U.S. (Jan.-June 1972) in 5 million: 

Machinery, $254; Chemicals, $220; Defense items, $160; Aircraft, $157; Edible fats and 


oils, $147; Electrical equipment, $143. 


1/ 1972 period indicated over same cumulative portion of 1971. 2/ First preliminary Bundes- 


leh ed OO 
Total Imports, CIF (DM billion) (6/72) 109.6 120.1 63. 1547 
12 ok. 2s : . 





bank estimates. Increase in real domestic product per working hour (Ifo estimates). 
Note: Items marked (*) are as of year end 1970 and 1971, and as of latest date shown for 


1972. Percentage changes indicate changes of latest date shown for 1972 over 
comparable date in 1971. 


p/ - Preliminary 


SUMMARY 


The recovery of economic activity in Germany is well under way and 
prospects are good that the growth of total demand will continue to 


accelerate in the second half of 1972, largely under the expansionary 
influence of public sector spending and favorable export prospects. 
Private consumption will continue strong, although growing somewhat 
Slower than in the years immediately past. Acceleration of growth 
and renewed demand pressure carry the corollary that little improve- 
ment can be expected in the rate of price inflation. In fact, the 
year-on-year rate of increase in the cost-of-living index has re- 
cently reaccelerated and came to 5.6 percent in July. 


Prospects for US export sales appear to be very favorable under the 
combined influence of reinvigorated growth of total demand, a com— 
paratively high rate of inflation and price advantages accruing from 
the recent realignment of currencies. In particular, many consumer 


lines. some of which have not been exploited before, offer very good 
possibilities. The outlook for imports of US agricultural products 


in general is not so bright and the US share of the market may decline, 
but traditionally strong US agricultural exports -- soybean products, 
tobacco, etc. -=- should continue to do fairly well during the year. 








CURRENT ECONOMIC SITUATION AND TRENDS 


Current Outlook. Economic activity in Germany has begun to quicken 
after the stagnation of 1971 sooner than expected. Real GNP in the 
first half of 1972 was some 2 percent above the same period of 1971 -- 
according to preliminary Bundesbank estimates -- and the rate of growth 
is expected to pick up somewhat during the second half. Private con- 
sumption will be relatively strong again in the second half, although 
the actual year-on-year growth rate is likely to be less than in pre- 
vious years. Total employment and total hours worked in the economy 
are below last year's peak level and are likely to remain so -- as 
manufacturers concentrate on rationalizing production and cutting costs -- 
and the growth rate of wages and salaries is below rates recorded in 
previous years. The repayment of the temporary income tax surcharge 
to tax payers should offset these effects to a certain extent, so that 
the year-on-year growth rate of disposable income in the second half -- 
although lower than in previous years -- should not drop below the 9 
percent predicted by the Ifo Research Institute. Retail sales grew 
more slowly in the first half than in the past two years and, in fact, 
actually decreased in volume during April and June (after adjustment 
for seasonal factors). Incoming orders for consumer goods during the 
first half painted an inconsistent picture of retailers' expectations, 
but orders were clearly growing at rates below those of the previous 
two years. 


The public sector is likely to consume at a more rapid pace than the 
private sector over 1972 as a whole. A year-on-year growth rate of 13 
percent in the second half, as expected, would result in a growth rate 
of 12.5 percent for the year. Rapid increases in prices will cut deeply 
into the increase of public consumption, however, and expenditures in 
constant prices are likely to grow by no more than 5 percent in the 
second half (year-on-year). Exports grew at a year-on-year rate of 

6 percent in the first half of the year and should continue to pick up 
in the second half if economic activity continues to recover in Europe 
and the US. A certain amount of caution is necessary in considering 
this prediction because some spurious inflation of the first half export 
figures may have resulted from catch-up activity following the Metal 
Workers strike in Germany in late 1971 and the Smithsonian Agreement on 
currency realignment in December. However, incoming export orders have 
been relatively strong and increasing economic activity among Germany's 
trading partners should help overcome the negative influences of the 
currency realignment and the continuing domestic cost pressure on exporters. 


In view of improved sales prospects in the second half of the year, 
fixed investment should strengthen. At this moment most prognosticators 
expect investment in equipment to register a positive year-on-year growth 


(perhaps as much as 2 percent) in the second half. In addition to 
demand factors the need to rationalize production is generally accepted 
as an important stimulus to investment, helping to offset such negative 
factors as slow growth of profits and high interest rates. The resi- 
dential construction boom appears to be past its peak, though still 
strong, and public construction may replace housing as the driving 
force in this sector. Industrial construction has been declining and 
is not expected to rebound sharply. 





Imports, stimulated by the upswing in economic growth, actually grew 
faster in volume terms than exports in the first half of the year -- 
11 percent year-on-year rate versus 6 percent -- but the terms-of-trade 
effect has been large enough that in nominal terms German imports grew 
by only 5.7 percent while exports were up by 7.4 percent. The result 
was an increase in the 6-month balance of trade surplus to IM 8.4 
billion -- DM 1.5 billion more than the surplus for the same period 

of 1971. 


Price inflation will remain a serious problem for the German economy in 
the foreseeable future. The recovery of total demand from the slight 
set-back of last year occurred before price pressure had diminished 


markedly. The cost-of-living index in the first seven months was 5.4 
percent above the index for the same portion of 1971. More importantly, 
the monthly year-on-year rate of increase re-accelerated to 5.4 and 

5.6 percent in June and July, respectively, after having slowed to 

5.1 percent in April and May. Industrial prices, which began to rise 
more slowly in the last half of 1971, did not decelerate further in the 
first half of this year and, in fact, appear to have begun to accelerate 
again in recent months. It is also worth mentioning that the lowest 
year-on-year rate achieved for industrial prices this year (2.6 percent 
in February and April) exceeded the average annual increase registered 
during the peak of the 1963-1967 boom. The rate of increase of industrial 
wages and salaries, which began to drop in the second half of last year, 
now appears to be accelerating again. This development -- if it is 
indeed a trend -- will offset the faster growth of productivity, causing 
the rate of increase of unit labor costs to go up once again. At the 
same time, stronger growth of total demand means that businessmen will 
be in a good position to pass on increased costs to the domestic buyers. 


The monetary aggregates have also had an expansive effect on the economy, 
adding to overall price pressure. Despite efforts by the Bundesbank and 
the Federal Government to control and limit the inflow of foreign funds, 
the total inflow of foreign exchange reached almost DM 20 billion in the 
first 7 months of 1972. The money supply (narrowly defined as currency 
and sight deposits) rose at a seasonally adjusted annual rate of almost 
15 percent during the same period. 








IMPLICATIONS FOR THE UNITED STATES 


Outlook for US Business. The recovery of the German economy from the 
stagnation in late 1971 continues to offer favorable prospects for 
US exports. Pricing advantages gained through the December 1971 
currency realignment have been further enhanced by the comparatively 
fast growth of inflation in Germany. This improvement in the compe- 
titive position of US exports has not yet become visible in the Ger- 
man foreign trade statistics. As might be expected, the price effect 
of the currency realignment has not yet had a major impact on the 
actual volume of US exports. German imports from the US in the first 
six months were actually some 20 percent less than the total for the 
same period of 1971, expressed in marks, and the US market share de- 
clined to 8.7 percent for the first half -- down from 11.6 percent 

in the first half of last year. This apparent discrepancy between 
potential and actual performance is explained by the fact that be- 
cause realignment has produced lower DM prices, a German import of 
the same unit volume of US products will now appear as a lower value 
expressed in Deutschemarks. According to the Bundesbank, the dollar 
devalued by a total of 13.6 percent against the Mark (between May, 
1971 and August, 1972) while the devaluation of all currencies 
against the Mark came to only 6.5 percent. 


Leaving the complexities of the parity change aside, the consumer 
goods sector offers a number of opportunities for alert exporters. 
A particularly interesting trend shows the consumer expressing his 
individuality much more intensely. Boutiques and other forms of 
non-mass merchandising are seen more and more frequently. Shopping 
centers and shopping malls in housing developments are becoming 
more commonplace. In the fast-foods area several solid new fran- 
chising operations have been launched. This form of marketing 
warrants continuous monitoring in Germany. Consumer durable goods 
sales -- other than vehicles -- have continued to do well this year, 
and should offer many opportunities, although the expected slow- 
down in growth of overall private consumption might hurt prospects 
in that area. 


Certain types of machinery are particularly well positioned to take 
advantage of competitive pricing and advanced American technology. 
Among these are pumps, valves and compressors. Equipment which 
American manufacturers can supply competitively includes: leakproof 
circulation pumps and valves for nuclear reactor cooling systems, 
chemical process pumps, electro-mechanically and electromagnetically 
actuated control valves, monel and stainless steel gate and ball 
valves, high-pressure radial and axial piston, air and gas compressors, 


and centrifugal compressors for polyethylene production. An exhi- 
bition covering these lines has been scheduled for the Frankfurt 
US Trade Center. 


Similarly, a strong position in the electronic components, measur- 
ing and testing equipment field will be exploited through an official 
US Government participation at ELECTRONICA 72 in Munich in late No- 
vember. 


Recently completed market studies depict information storage and re- 
trieval systems as one of the outstanding growth industries in Ger- 
many. American products which are likely to find a ready market 
include: readers and automatic printers; specialized microfilm 
cameras; microfilm processing equipment; computer output microfilm 
(COM) systems; aperture card systems; microfiche systems; and cartridge 
systems. The Department of Commerce offers American manufacturers 

and exporters a showcase for their latest products in mid-November 

at the European Microfilm Congress in Mainz. 


Preliminary data on the demand for modular housing techniques and 
welding and cutting equipment suggest that there may be substantial 
opportunities for American suppliers in these product lines. Farm 
income appears to be on the rise again, so possibilities should 
exist for aggressive marketing of farm machinery and fertilizers. 


Agricultural Outlook. German agricultural imports in the first half in- 
creased 7 percent over the first half of 1971 and may reach $8 billion 
over the year as a whole -- a new record. Imports from the US, at 
$384 million (c.i.f. basis), were slightly less than in the same 
period of 1971. Total US farm exports may still approach last years 
peak, but the US share of agricultural imports could drop to about 

10 percent. 


Early prospects call for a 5 percent decline in German grain pro- 
duction and quality is reportedly considerably lower than normal. 
Prospects for sales of feedgrains have therefore improved; however, 
US exporters must again compete with grain from good EEC harvests. 
Tobacco and cotton sales are holding up well. The outlook for soy- 
beans and soybean meal, which accounted for almost 50 percent of this 
year's trade, also appears good for the remainder of the year, de- 
spite the record oilseed harvest now expected. 


Growing demand for and tight supply position of high priced and pre- 
ferred goods is reflected by a strong upward shift of the consumer 
price index for food. As of the end of July that index was 6.6 per- 
cent higher than it had been in July of 1971. Meat prices were up 
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particularly high (the year-on-year growth rate was 10 percent in 
July), and lower meat supplies are expected during the remainder 
of 1972, on the basis of declines in the mid-year livestock nun- 
bers.’ Only sheep numbers increased over the mid-year census of 
1971. High priced and preferred foods should continue to be a 
prime target area for US exporters, as demand continues to grow 
and supply remains tight. 


In October, USDA will participate in the IKOFA show in Munich where 
16 importing firms and USDA cooperators will be exhibiting US food 
and beverage products. 
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